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ANNUAL REPORT TO THE SHAREHOLDERS 


The difficult business conditions of a generally troubled economy in Canada resulted in a disappointing year for the 
Company and its subsidiaries. Although business in the Prairie Region remained relatively buoyant, slow economic 
growth and high levels of unemployment in Ontario and British Columbia, two of the Company’s principal marketing 
areas, and higher than expected expenses associated with the Company’s acquisition of Peerless Pacific Company in 
Portland, Oregon had a substantially adverse affect on the Company’s earnings. 


OPERATING RESULTS 


Sales during the year increased approximately 16% to $83,132,404, but much of this increase was attributable to the 
acquisition of Peerless Pacific Company. Consolidated net earnings of $956,694 were down 42% from the $1,660,444 
earned in the previous year. Earnings per common share were $1.70 compared with $2.95. Dividends paid during the 
year amounted to 90¢ per share and continued to be tax free in the hands of the shareholders. 


BRITISH COLUMBIA 


During the year the new Distribution Centre at Langley, British Columbia became fully operational and with 
adequate trucking service now being provided to the branches in that province, inventory levels can be reduced and 
service to customers improved. Expenses were still too high and the difficult economic conditions prevailing in British 
Columbia made it a difficult year for the Company. 


EASTERN REGION 


In the Eastern Region which comprises 18 branches in Ontario an extensive reorganization consolidating the 
operations of the Company’s wholly-owned subsidiary Quality Utilities Limited with those of the Company is expected to 
provide a sounder base for future growth. A new branch was opened in Kingston during the year. 


PRAIRIE REGION 


In the Prairie Region, and particularly in Alberta, the performance of the Company remained satisfactory. During 
the year the head office was relocated in a new business park developed as a joint venture by the Company and Princeton 
Developments Ltd. of Edmonton. The Company leases one of three new buildings in the park, the other-two having 
been fully leased to other tenants. Since the end of the year the Company and Princeton Developments Ltd. have 
entered into a further joint venture and purchased approximately 16 acres in the Strathcona Industrial Park in South 
Edmonton. New warehouse facilities to be constructed for the Company and its subsidiary, Westlund Industrial Supply 
Ltd., will provide them both with much needed larger premises and a new pipe yard. This development will occupy 
approximately 6% acres and the balance of the land will either be developed or sold. The new facilities will be ready for 
occupancy in the autumn and will replace existing facilities of both the Company and Westlund in ‘South Edmonton. 


PEERLESS PACIFIC COMPANY 


In September, 1977 the Company completed the purchase of all the shares of Peerless Pacific Company which is 
engaged in the business of selling plumbing and industrial supplies in the States of Oregon and Washington, U.S.A. 
Peerless Pacific Company which has been in business for more than forty years has branches in Portland, Eugene, 
Medford, Albany and Bend in Oregon and in Seattle and Longview in Washington. This expansion of the Company 
into the Pacific Northwest was a natural extension of the market served by the Company in the Provinces of Alberta 
and British Columbia. Although expenses associated with this acquisition were higher than anticipated, sales have 
been encouraging as the United States economy slowly picks up and management anticipates that future earnings will 
provide an adequate return on this investment. 


OUTLOOK FOR 1978 


Although some improvement in overall economic activity in Canada is expected to take place during 1978, it is 
difficult to foresee much improvement in the Company’s earnings during the current fiscal year. However, the phasing 
out of anti-inflation legislation and the prospect of somewhat less political uncertainty should enable the Canadian 
economy to regain some impetus and encourage business activity. Although the Company expects to face another difficult 
year in British Columbia and Ontario, the prospects for the Prairie Region appear good and overall we anticipate a more 
satisfactory year. 


EMPLOYEES 


The year under review was an unusually demanding year for the employees of the Company and we are rR Si) for 
their constructive efforts and achievements during a challenging period. 


On behalf of the Board of Directors \ Aaa 
JiI—-f-y Cee oe 


Executive Vice President and Treasurer President 


Western Supplies Limited 


CONSOLIDATED STATEMENT OF EARNINGS 


Year ended January 31, 1978 
(with comparative figures for 1977) 


1978 
Sees Ne MI eee ee Aly) ee Po be eel tN eal Ls co ein a pe eee $ 83,132,404 
Operating profit before undernoted items: 2.2... cece eccee coerce ee 3,309,982 
SeurtyacanmingeseGl Jong: Venture: eh eee stesccec el tbeccoaslatsceasdes 17,379 
ParamiaoOnecale, of land and: buildings: bo 3 ile acces ck deca cecte Sacer ese hones, 179,074 
3,506,435 
Deduct: 
PereeraLiOnmAuOMmaAmMOriZaliOn) oko ks OP ere eh OLE ea 405,252 
PIGUET ATION OLE OC OOCW LL pe retest Poe ye Sey re Pe 85,552 
PEemOs LOR SNONiterIN CGO s.2 2st eee ly ry ee ol he ce Neti cee es 855,254 
PRE SU ROM alONo- VeiIt COD bias easly eee eee ona lec be derabiie dell icieee 402,674 
warnings» before itreeme-taxes: |e 00 ee 1,757,703 
Income taxes: 
pS UEETR ELT R (VOTES RS ek FL SE a a os Oe eR ne AOE AY G8 en EE RAD 1 A INT 8 854,709 
ERECT COUCLION) plas N ta NA Leek Ween iar eae eee ee (53,700) 
801,009 
INGER CAMS Ss  cosk (elton soak Nas leg ete Rute Mor HI $ 956,694 
Barnines: pers common. Shares ae ech elas et a $ 1.70 
CONSOLIDATED STATEMENT OF RETAINED EARNINGS 
Year ended January 31, 1978 
(with comparative figures for 1977) 1978 
ere imedecarnings,. Der iInmMing Ol “Vea. j.26 5 i. 5. geese oh ace peps reese etter ee $ 11,651,420 
[SLCUTS CEE Sy TEIN CSN rt aes ieee MEN Mi Se eens Be els ir Ree ee Pu UN ee 70 eae t eee 956,694 
12,608,114 
Deduct: 
Mivictenasmonecomimone Snares: 6 bot he eee Bee ee eel 507,582 
lo oataxtpaid on undistributed meome. seh) 2 ee bee 44,565 
552,147 
recainetrearnings;, Nd sOf Wear ach). 2. 2 a tee een eet $ 12,055,967 


See accompanying notes to consolidated financial statements. 


1977 


71,593,598 


4,676,767 


4,676,767 


241,628 
28,371 
823,026 


202,810 


3,380,932 


1,696,792 
23,700 


1,720,492 
1,660,440 
2.95 


1977 
10,606,328 
1,660,440 


12,266,768 


523,791 
91,557 


615,348 
11,651,420 


WESTERN SL 


Consolidated Balance 


ASSETS 
1978 
CURRENT ASSETS: 
AGGouUNtS  TECEIVA DTCs xe as ee ieee eee ge ey es $ 14,024,072 
InVe@ntOrieS's2 ince AN 2 eed toe ee RAT ey ee rN ave he Bel ee Ree 21,867,725 
Prepaid: expenses? sy cGix Oi cs PO re ate ee ceive BN oy oe ee a a 109,980 
Current, portion®ot lone=termareceivables™ <2, 20 ee 97,795 
Total errent’ assers "tse 7 ee eee ee 36,099,572 
CASH SURRENDER VALUE OF LIFE INSURANCE ........ er Bid oleae Be 52,624 
INVESTMENT INSIOENDTAVGENN EUR ooo eee a eee 136,179 
LONG-TERM: RECEIVABLES (notet2)) 220 a eee eee 346,666 
FIXED YASSETS tiotens Widen ec ee eee 4,102,963 
GOOD W Ebi viet a ee ee ae ees Seth ete oe a ee ee eee 962,270 


$ 41,700,274 


(with comparati 


1977 


10,387,013 
13,772,752 
67,421 
20,000 


24,247,186 


49,839 
118,800 
38,957 


3,213,308 


395,457 


28,063,547 


AES LIMITED 


set, January 31, 1978 


gures for 1977) 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


CURRENT LIABILITIES: 
SARK NCC LEOROSS ACMOLE NA Ul 1551 Men 2 tlhe Be fbn ne orp eee WY ol dos Net 9 | bay. 
mecounis pavablerandr accrued liabilities... sc. oe 
CNA RES IS0 ve GERD) 6) En Be ave Re Nace a NESSES BEUS  e en I  SO g Mee Parma © Cor Sry 
CiEnonteporlionOk long-term. debts. kee ee ee ee Ree 
PCOMERLAXECSEDAN AIG cht ca. Cot Nee hy 2 gel eke hae! 
Ropieeicnente lattes ye. 8A Saye ay) ie eee tae 


NORA eG EEC Va) Kuba Le TLL Oost Be a as a dr he cat eo el Dee 
er eEnD SEN COME TAXES (obo epee clea ee ceed leg indeed ecteenten le 


SHAREHOLDERS’ EQUITY: 
EPAPORC ait le MOLE farm ee: eee Oo irre: Cie WN Roh |p rere awe Nn Fee n. 
BE eee ec tear ningst er eet Feel Mw, Sek NN eb MR! SRR ality yr oe 
LGOtAlesnarenolWers equity! oa. eo pas eke esi un Seas ale PEt AN 


COMMITMENTS AND CONTINGENT LIABILITIES (note 11) 


On behalf of the Board: 


Director. De oe os 


Director Us Jit fz 


See accompanying notes to consolidated financial statements. 


1978 


636,653 


23,503,600 


5,815,045 


325,662 
12,055,967 


12,381,629 


$ 41,700,274 


1977 


6,485,698 
6,051,999 
253,791 
268,150 
768,781 


13,828,419 


2,204,346 


53,700 


325,662 
11,651,420 


LVS 77,082 


28,063,547 


Western Supplies Limited 


CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 
Year ended January 31, 1978 


(with comparative figures for 1977) 


1978 1977 
Funds provided: 
Funds. from: operations; (2. 2:25 6 ee cece eee $ 1,194,560 1,951,603 
Proceeds: on disposal of land and’ buildings 3) 5) ee oe ee 320,493 13,783 
Proceeds: from: long-term. finaneine os ee ee 447,400 1,100,600 
Reduction in agreement for sale receivable 22. — 120,491 
Otherm kesh Seca ee eh oe eal ee 20,208 27,901 
From acquisitions (note 8): 
Consideration res i cd ae 4,829,125 — 
Lessconsideration® paid, ini.cash:. 2.6 ee ee ee 965,734 — 
Long-term debt incurred to finance acquisitions —.................... 3,863,391 _ 
Long-term .debt assumed. with acquisition 25.53 ou eee 101,182 — 
Less: non-current “assets; purchased 2.5 eee eee (1,453,299) — 
Working capital provided from acquisitions  .......0..0.20.0/........- 2,511,274 — 
Total funds: provided. 27.)) et eee ee 4,493,935 3,214,378 
Funds used: 
Fixed'‘asset purchases: fo..<.0 2 Be a ec ee ee ee 963,309 1,805,928 
Reduction. in’ long-term ‘debt 2.2.22 ee eee 801,274 270,433 
Dividends ‘on /commonishares: 22202 ee ee eee 507,582 523,791 
Tax *paid on .undistributed@eineome: = 4....2.0. eee eee 44,565 91,557 
Increase in. long-term receivables: .2.225)2 5 ee ee — 38,957 
Total. funds. vised: <2... 2k aoe ee 2,316,730 2,730,666 
Increase..in sworking capital (222) eee 214 i,c05 483,712 
Working capital, berinnine “of :year 2.22 eee 10,418,767 9,935,055 
Working capital, end! of year 22.220....840 ee ee $ 12;595,972 10,418,767 


See accompanying notes to consolidated financial statements. 


AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have examined the consolidated balance sheet of Western Supplies Limited as at January 31, 1978 and 
the consolidated statements of earnings, retained earnings and changes in financial position for the year then ended. 
Our examination was made in accordance with generally accepted auditing standards, and accordingly included such 
tests and other procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the consolidated financial position of the 
Company as at January 31, 1978 and the results of its operations and the changes in its financial position for the year 
then ended in accordance with generally accepted accounting principles applied on a basis consistent with that of the 
preceding year. 


Maat, (Tarnnch, (RAE Co. 


Edmonton, Canada Chartered Accountants 
March 31, 1978 


Western Supplies Limited 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 31, 1978 


1. Significant accounting policies: 


Principles of consolidation: 
The accompanying financial statements consolidate the accounts of the Company and its subsidiaries, all of which are wholly-owned. All material 
inter-company balances and transactions have been eliminated. 


Principles of joint venture accounting: 
The investment in joint venture is accounted for by the equity method. The Company has a 50% interest in an unincorporated joint venture, the 
object of which is to construct and rent office buildings in the City of Edmonton. A portion of these facilities are leased by the Company. 


Foreign currency translation: 
The accounts of the U.S. subsidiary have been translated to Canadian dollars as follows: 
- current assets and current liabilities, long-term receivables and long-term debt at rates prevailing at the year end. 


- non-current assets, other than long-term receivables, and provision for depreciation and amortization at rates prevailing at the date of 
acquisition. 


- operating income and expense, other than depreciation and amortization at average monthly rates. 
Translation gains and losses are reflected in the statement of earnings. The loss was not material in the fiscal year end 1978. 


Inventories: 
Inventories are valued at the lower of cost (determined on a first-in, first-out basis) and estimated net realizable value. 


Fixed assets: 
Fixed assets are recorded at cost less accumulated depreciation and amortization. 
The parent and its Canadian subsidiaries use the declining balance method to provide depreciation over the estimated lives of their assets. 


Annual depreciation rates are: 


Buildings 5 - 10% 
Furniture, fixtures and other equipment 20% 
Automotive equipment 30% 


Leasehold improvements are being amortized over the period of their respective leases. 
The U.S. subsidiary uses the straight-line method to provide depreciation over the estimated useful lives of their assets. 
Estimated useful lives are: 


Furniture and fixtures 7 years 

Automotive equipment 1 - 7 years 

Warehouse equipment 2-7 years 
Goodwill: 


Goodwill, arising on acquisitions, is recorded at cost and is being amortized over periods varying from 5 to 20 years. 


Deferred income taxes: 
Deferred income taxes are recorded on timing differences which arise from claiming expenses for tax purposes at a different amount than those 
claimed for statement purposes, principally depreciation. The current year’s reduction is a result of recognizing the income tax benefit of a 
subsidiary’s losses which will be available to the parent company. 


2. Long-term receivables: 1978 1977 
PP ROMMISSORY CIOL peor te ot co et RE ok Med ATER LM ice 2 ee ee ER NOR PETER ee A En As er EU aU $ 38,957 58,957 
SUMO LE LOCEIN AL |G metas tesa ss oe ete ee ere Neh A ee a ee Dan are bode DONOR, Ee A RDB AO ee. Se 405,504 — 
Motalvlong-term precelvab les: sete nt 8 eae ap eyetnors e ORE Bee ey BURL ENE Cy RNa eye tie Se Sees SS Nea 444 461 58,957 
AGESSeCUPHEN Ur DON CIOM ees eee. he secre on UU Sake ne rare ree Ce ne RO eae PCr RL, EL ARO Rot 97,795 20,000 
$ 346,666 38,957 

3. Fixed assets: 

| BUDO BUGS GY scien eet k= faces Se Nee RE ee Basen tcreh etd Oe rt ect al Pe rape Sat oar as Amy ea | ete $ 2;855,390 1,763,879 
I DHUH have omaeeN GLO IAD. GAD Wg ctcy- eee Aeneas arylo ey Easter Mecie ec WURO van) Saunier AE ONL ISTY Ss 0) eee, CNA eee 1,248,436 790,724 
Automotive equipment .................. Nee er ea ce BPR fain aR se eae ace ek Ee nine ce cd pa ee Bee eee a 821,512 513,126 
Weease hold Mim PROVETINCTICS cesses te ee ae ene RU Pee ee Ae eee Se 1 AON 597,394 239,895 
DibZ2Miol 3,807,624 
Wess accumulated ad epreciationmeancdiearnOnt! Za bio ree eeeeisee emeeee eee ene eee ee ne ete ee 1,993,404 1,640,815 
3,529,333 1,666,809 
JIN SY0 Ut we Meee ny 2 Ch eee ee Sunnah oO eRe SO pee woe ne RE a wend al st. ee Ee eee ices 573,630 601,543 
Bwildingein=progress ee eee eee eT ei IN TEAL eae OE eT ee Pe erty OnE —_— 944,956 
$ 4,102,963 3,213,308 


4. Bank indebtedness: 
The Company’s indebtedness is secured by a general assignment of book debts, a floating debenture on all assets and unc rtakings, and fire 
insurance on stock and fixtures. 


5. Income taxes: / on 
The 3% inventory allowance has been taken into account in determining current income taxes. 


6. Long-term debt: 1978 1977 


a) Note payable in U.S. dollars, secured by 100 shares of the U.S. subsidiary, due in annual 
principal installments of $551,913 (Cdn.) plus interest at 8%, through to maturity on 


SIEM AO SAR Ra rhs tee A ee ih Fe a ae Bh. tt Lee a SA AP BI ee yh en $ 3,863,397 — 
b) Bank term loan, secured as set forth in note 4, due in monthly installments through to May 

1985, with interest at 134% over Canadian chartered bank prime rate 0.000.000 2,482,900 2,235,900 
CMe Mont oar es ands Other enOles enya lemme tame even teensy ne eeene vse ernn ILS he rere enen Eee eI oT Wty 264,442 236,596 

Ro talmlompstenmnnc el take se core tere eee eat ec a ae aes cs Re ee ees te A eS 6,610,739 2,472,496 

ICESSHCUETEN COOLIO I Meret eee serena Ll ter 1 crores Rar Oy eA a A Seen Mere Re ueee soe 795,694 268,150 


$ 5,815,045 2,204,346 


10. 


te 


Wee 


13. 


Western Supplies Limited and Subsidiaries 


Annual maturities on long-term debt over the next five years are: 
1979 - $795,694 1982 - $758,865 
1980 - $797,467 1983 - $758,865 
1981 - $770,873 


Annual maturities of long-term debt over the next five years, which are payable in U.S. dollars, have been translated to Canadian dollars at rates 
prevailing at the year end. 


Share capital: 1978 1977 
Authorized 1,000,000 common shares without nominal or par value 
Issved sane soutstean ain wy 563193 (eee eee ae eee a ee rer er $ 325,662 325,662 
Acquisition: 


On June 17, 1977 the Company acquired the inventory and business of a Canadian operation, and on September 7, 1977 the assets, liabilities 
and business of a U.S. operation. Both acquisitions were accounted for as purchases. 


The details of which are as follows: 


Assets acquired. eee. Seek 2k ions 3 er es. ee $ 7,116,082 
Liabilitiéseassumed assem ete es ee ok eee ee ee 2,939,321 

4,176,761 
(OO Will ieee Fs Ee ey A Te pied I Rg 652,364 
Gonsideratignice me ete ree te ee ee ee $ 4,829,125 


Of the total consideration, $965,734 was paid in cash and the balance is due in equal annual installments of $551,913 through to 1984. 


Pension costs: 
There was no unfunded liability for past service cost at January 31, 1978. 


Remuneration of directors and officers: 


During the year ended January 31, 1978, the Company paid aggregate remuneration of $7,300 to 10 directors as directors ($6,300 to 10 
directors in 1977) and $443,675 to 8 officers as officers ($615,122 to 10 officers in 1977). Six officers were also directors in 1978 and seven in 
1977. 


Commitments and contingent liabilities: 


a) The Company has entered into lease agreements for warehouse premises covering terms varying from one to twenty years. The rental 
commitments for the next five years aggregate a total of approximately $2,700,000, compared to approximately $2,300,000 for 1977. 

b) The Company’s lease commitments for equipment rental for the next five years are approximately $300,000, compared to approxi- 
mately $425,000 for 1977. 

c) The Company is jointly and severally liable as a guarantor for joint ventures’ loans totalling $4,160,000 at March 31, 1978. 


Anti-inflation Act: 


The Company and its Canadian subsidiaries are subject to the Federal Anti-inflation Act and Regulations. The applicable controls will be 
phased out by the end of 1978. 


Comparative figures: 
Certain of the 1977 figures have been reclassified to conform with the financial statement presentation adopted for 1978. 


FIVE YEAR SUMMARY 


(In thousands of dollars except net earnings per share) 


INCOME STATISTICS 758 1977 1976 1975 1974 
Bales Ui area tee coe ee Ry ee: 71,594 61,670 60,752 44,713 
Earnings before income taxes ............. ee 3,380 3,972 5,828 3,587 
Incoméstaxed 2/34, ee see ol 1,720 1,985 3,088 1,838 
Netvearnines(Seeinote) en reatnaneree teen: : oe ee 1,660 2,092-(1) 2,740 1,749 

Per share’ Joa OO ak: ae a 2.95 3.71 4.86 3.10 
Dividends.sss1. 0) eae meee eee ote 524 473 371 270 


BALANCE SHEET STATISTICS 


1977 1976 1975 1974 


Current assets! i040 A aoe eae «$36,101 24,286 
Current: lialilitiesik 7o):0 ue eenrine einer eee. De 50. a 13,829 
Werking capital) (as meh ee aed pee a 9¢ 


Ratio of current assets to current liabilities 


23,271 
13,336 


18,399 
10,338 


16,619 
10,524 


Bixed assets meen iiicit ay pan eee ere oo 3,350 1,803 1,843 1,157 
Lonesterm debtm st teeny ene 2,204 1,374 1,126 744 
Total shareholders equity. Ss. 5.30s4oak sues - 11,977 10,932 9,397 7,114 


(1) NET EARNINGS FOR 1976 INCLUDE EXTRAORDINARY EARNINGS OF $105,000 
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